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Special Attention of:                               Notice   H 94-15 (HUD)

All Regional Administrators;

Directors of Regional Housing;                      Issued:  3/17/94

Managers, Category A, B, and C Offices              Expires: 3/31/95

Directors, Housing Management Divisions;            _______________________

Loan Management and Assisted Housing                Cross References:

Management Branch Chiefs; Contract Administrators;   Handbook 4355.1

Owners and Managers of HUD-insured, HUD-held,

HUD-assisted, Section 202, HUD Coinsured projects

and projects with a Section 312 loan or a HUD Use Agreement.

___________________________________________________________________________

   Subject:Implementation of the Special Allocation for Flexible

                        Subsidy - HUD Earthquake Loan Program (HELP)

OVERVIEW OF THE PROGRAM

        On February 10, 1994, President Clinton signed into law the

Emergency Supplemental Appropriations Act of 1994 in an attempt

to Provide relief to the victims of the January 1994 earthquake

in Southern California.  Chapter 7 of this Act Provides $100

million in Flexible Subsidy Funds specifically for use in

assisting HUD-associated multifamily owners to recover from the

Southern California Earthquake of 1994.  Although the funding was

made available under the Flexible Subsidy Program, the HUD

Earthquake Loan Program (HELP) has been streamlined specifically

to encourage owners whose buildings were damaged in the

Northridge Earthquake to make use of these funds in the fiscal

assistance and physical repair needs of the property.

        The Los Angeles Field Office, through the development of a

HELP Earthquake Servicing Team, will administer HELP.  The

Housing Management Division Director is authorized to negotiate

and make final decisions on all requests for HELP Assistance.

These conditions may include special conditions deemed necessary

for individual projects (i.e. equity kickers, riders, balloons on

the HELP loan, rental restrictions as set forth on Page 8).  A

HELP Loan Review Committee, within the Los Angeles Field Office

will be established to review all requests for HELP.

        This Notice is designed to serve as initial instructions so

that owners may understand the program and may begin applying for

the funds.  Preservation properties which have not received a

firm commitment on their 241 loan by January 17, 1994 will

receive further guidance in a later notice.  Official

notification and further funding instructions to the Field will

be forthcoming at a later date, if necessary.  Also attached are

Some general guidelines for assessing structural damage to

properties affected by the earthquake.

___________________________________________________________________________

   HMHP : Distribution:  W-3-1, W-2(H), W-3(A),(H),(OGC),(ZAS)

   Previous Editions Are Obsolete                           HUD 21B (3-80)

                                                            GPO 871 902

                        2

NOTE:  This document contains the program and processing requirements for

the HELP program.  While these funds are appropriated under Flexible

Subsidy, any existing Flexible Subsidy statute and/or regulation which is

inconsistent with the guidance in this Notice is superseded by this Notice

for the purpose of administering funds under the HELP program.

ELIGIBLE PROPERTIES

        A property is eligible to receive funding under this program if it has

losses attributable to the Earthquake and falls under any of the following

categories:

     1.   HUD Insured

          a.   Assisted

          b.   Unassisted

     2.   HUD-held

          a.   Assisted

          b.   Unassisted

     3.   Funded under Section 202 of the National Housing Act

     4.   Coinsured by HUD

          a.   Assisted

          b.   Unassisted

     5.   Has a HUD use agreement presently in force (primarily

          formerly PD properties)

     6.   HUD Assisted non-insured

     7.   A recipient of a loan under Section 312 of the National

          Housing Act

        HUD Assisted properties are defined to include projects which have

either a rental or mortgage subsidy, provided by HUD.  The project must be

located in the designated earthquake disaster geographic area.  Equal

preference for funding will be given to economically viable HUD-insured,

HUD-held and Section 202 properties followed by the remaining eligible

categories, in the order listed.  As the need becomes evident, additional

ranking criteria may be developed within the preference categories to

assure that the most critical needs are funded first.  Unlike Flexible

Subsidy, no owner contribution is necessary to receive funds under this

program.  100% of the eligible fiscal assistance and structural repair

needs may be borrowed under HELP.

        In some cases HELP assistance will supplement other relief assistance.

Owners are encouraged to explore other opportunities for assistance which

could be used in conjunction with the HELP Loan.  For example, individual

owners of unassisted properties may find SBA Disaster Loans a viable option

and non-profits may receive grants from State or Federal sources.  However,

HUD does not require that application be made to other sources in order to

qualify for HELP.  HELP funds are designed to restore eligible

HUD-associated housing to pre-disaster condition and economic viability

utilizing the least cost method to HUD.
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TYPES OF AVAILABLE ASSISTANCE

        The Department has created two categories of assistance under HELP --

HELP for Limited Repair Needs and HELP for Major Repair Needs.

1.HELP for Limited Repair Needs is designed to provide assistance to

owners who have incurred damages in the earthquake, or who request the

use of HELP funding to reimburse the expenses incurred in meeting the

emergency needs of the earthquake.  The fundable loan amounts for this

program would include eligible costs up to $5,000 per unit.

2.HELP for Major Repair Needs is designed to serve as an extensive

repair program for the purpose of correcting earthquake related

physical and financial problems.  The owner may request funds under

this program to fund eligible costs in excess of $5,000 per unit.

Prior to the receipt of HELP funds, the owner must certify to HUD that the

repair plan for earthquake related damage, as developed, will restore the

property to economic viability; the units to decent, safe and sanitary

condition and compliance with state and local code requirements.  The owner

must also certify they will comply with the terms and conditions applicable

to the program which the final MIO plan, as developed, is funded under

(Limited or Major Repair) as set forth in this Notice.

ELIGIBLE ITEMS FOR FUNDING

NOTE:  While an item may be an eligible use of funds, it still must be

approved by HUD in each particular case.  Economic viability and overall

earthquake funding needs must be taken into consideration before a

particular item is approved for a particular property.  Owners should also

refer to Handbook 4355.1 for additional items which are fundable under

Flexible Subsidy assuming those items are related to earthquake damage.

A.Replenishment of Project and Reserve funds

Money released from the Reserve for Replacement, delinquent mortgage

payments, project funds diverted from mortgage payments and other

payables as well as advances made by owners for post disaster

emergency repairs and other related expenses, will be an eligible item

for reimbursement, if they are related to earthquake damage.

B.Project Related Financial Deficits

Funding can be provided to cover deficits due to move outs or loss of

rents as a direct result of the earthquake, until such units are

restored to full occupancy (a period of time
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for restoration must be proposed in the MIO plan and approved by HUD).

These funds can be used to pay mortgage payments, utility payments and

accounts payable during the agreed upon period of time.  Payment of

pre-disaster owner advances, accrued management fees or disputed

payables are not permitted.  However, all other pre-disaster expenses

such as unpaid real estate taxes, utility payables, debt service on an

insured mortgage, and deficiencies in the Reserve for Replacement

account are eligible for consideration, provided they are earthquake

related.

C.Relocation Benefits

If a tenant residing in an eligible property (see page 2, Eligible

Properties) must be permanently relocated, costs such as moving and

relocation expenses may be paid for out of HELP funds, unless

otherwise provided (i.e. FEMA).  When relocating a tenant under this

program, Uniform Relocation Requirements as set forth in the Flexible

Subsidy Handbook, (Handbook 4355.1, page 1-21) will be required.

D.Temporary Relocation Housing

Relocation housing for tenants displaced due to earthquake damage or

necessary relocation due to the renovation/repair of earthquake

damage, may be funded under this program.

HUD is very concerned about the well-being of tenants affected by the

earthquake; appropriate assistance for relocation is an eligible item

for reimbursement from HELP funds.  In cases where earthquake damage

has made a tenant's unit uninhabitable and the owner has agreed to

provide the tenant with relocation housing, the owner may be

reimbursed for the expense (above the amount the owner receives from

the tenant as compensation) for relocation for a period not to exceed

12 months.  The per unit relocation cost must be set forth in the MIO

Plan and agreed to by HUD, prior to implementation.  These relocation

costs are only reimbursable under HELP if they are not provided for

the tenant through FEMA's Temporary Housing Program.  This would also

hold true if the relocation must occur in order to properly repair the

earthquake damage to the unit.  When relocating a tenant under this

program, Uniform Relocation Requirements as set forth in the Flexible

Subsidy Handbook, (Handbook 4355.1, page 1-21) will be required.
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E.Temporary Staff

If additional on-site project staff is needed to counsel or assist

displaced tenants, process housing requests, perform clerical duties

or handle maintenance issues related to the earthquake damage, these

costs may be funded when adequately outlined and justified in the MIO

Plan.

F.Replacement of Housing Units

Replacement/Restoration of housing units demolished or partially

demolished by the earthquake is an eligible expense under this

program.  While replacement of a unit through rebuilding is an

eligible item for funding using HELP funds, this is expected to be an

exceptional occurrence. Issues such as economic viability and overall

earthquake funding needs must be taken into consideration before funds

are committed to this expensive task.

G.Partial Demolition

Funding can be allocated under this program to remove buildings or

units which are structurally unsound or too costly to restore, if the

damage is related to the earthquake.  (For replacement of units please

see paragraph F, above)

H.Retrofitting and Code Requirements

As a condition for receiving funds the owner must certify that as a

result of the implementation of the proposed MIO plan for earthquake

related repairs, the units will be restored to decent, safe and

sanitary condition and compliance with applicable state and local

code(s) required to obtain an occupancy permit.  Funds may be used

under the program, as needed, to assure that the units are restored to

a condition which will ensure the above requirements are met in

repairing earthquake related damage.  If in rebuilding or repairing

units, there are requirements (local, State or Federal) for

retrofitting, preventive equipment installation, Lead Based

Paint/Asbestos removal, or dwelling unit reconfiguration, these may

also be funded under this program.
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I.Legal, Professional, Consulting or Oversight Fees

Only fees related to the repair program can be included in the soft

costs outlined in the MIO Plan.  Fees must be reasonable and HUD will

permit up to 12-15% of the actual repair costs outlined in the MIO

Plan.  Fees must not be payable by other government agencies or

disaster related loans and must be clearly outlined in the MIO plan

and justified.

J.Expenses incurred in making emergency repairs to the property as a

result of the earthquake.

K.Other incurred earthquake-related expenses which the HELP Loan

Servicer determines qualify to be funded.

APPLICATION

Eligible project owners are strongly encouraged to pursue this program, as

HUD is committed to assist them to repair and restore their buildings, and

improve project conditions wherever possible in relation to repairing

earthquake related damage.  Owners should contact the HUD Los Angeles Field

Office Earthquake Disaster Team to set up a pre-application conference.  An

application package may be obtained at this conference.  This package will

consist of the application forms contained in Handbook 4355.1, entitled

Flexible Subsidy.

        In requesting HELP, the application process will require the owner to

develop a Management Improvement and Operating Plan (MIO) detailing:

oAll expenses incurred for which reimbursement is sought, documentation

that these expenses were incurred as a result of the earthquake and

the appropriate evidence that an occupancy permit has been or will be

issued with only the repairs outlined in the MIO Plan completed.

oThe extent of the damage and the estimated cost of repairing the

earthquake related damage.  This will include both the hard costs of

repairing the earthquake damage and the soft costs required by HUD

necessary to implement the MIO Plan and assure the earthquake repairs

are properly done.

oOther sources of funds -- such as the residual receipts account and

loans from sources other than HUD -- will be used to offset the amount

needed to be funded under HELP.  When the acceptance of funding under

these loans would present an additional debt service burden to the

property, the HUD HELP Servicing Team in Los Angeles should be

contacted prior to the owner committing to the additional funding so

that the least cost method may be determined.
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oThis plan must also provide to HUD a dollar figure of the actual or

estimated proceeds they expect to receive from the project's insurance

coverage, as these proceeds will be fully used prior to HELP funds.

The Residual Receipts Account must also be fully used as a part of either

repair program.

TERMS AND CONDITIONS

Once a project has been determined eligible for HELP funds, it will be

categorized into one of the following categories which will determine the

terms and conditions for the property:

HELP for Limited Repair Needs.  Owners requesting loans below $5,000 per

unit will not have additional use restrictions placed upon the project as a

condition of funding.  However, the general terms and conditions will

include:

1.Damage must have been incurred by the project, either physically or

financially, by the earthquake.

2.The project must be necessary to the adequate provision of rental

housing in the local area.

3.Owners will agree to abide by all regulations, regulatory agreements

and contractual agreements.

4.Owners will submit for Field Office review, negotiation and approval,

an MIO plan detailing the requirements set forth in the application

section.

5.An owner will agree to provide management acceptable to the Secretary

or the State Agency/FmHA, if applicable.

6.As a result of a receipt of funds and the implementation of the HUD

approved MIO Plan, the owner must obtain from the appropriate local

jurisdiction written verification that the unit(s) meet decent, safe

and sanitary condition and comply with all local codes and program

requirements prior to reoccupancy as a result of the earthquake

related repairs.  (If units have been declared unsuitable for

occupancy, an occupancy permit must be obtained.)

7.All funds received from insurance carriers, tax refunds related to

earthquake damage, or funds received from other agencies for

earthquake related damage, must be placed into the project account and

used for approved costs/repairs or to prepay the HELP Loan.
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8.The owner's books and records must reflect all funds associated with

earthquake relief.  A copy of these terms and conditions certified to

by the owner must be provided to the Independent Public Accountant

(IPA) who performs the annual audit, to assure that all disaster

related funds received by the project are accounted for in the yearly

certified financial statement in a separate exhibit.  The owner will

provide Quarterly Performance reports (form HUD-9824A) detailing the

use of funds under HELP.  The IPA must certify that the owner is in

compliance with all applicable requirements outlined in this Notice.

9.Owners will submit for Field Office review, negotiation and approval,

an MIO plan detailing the three specific stages of funding outlined in

the Application Approval and Funding section, below.

HELP for Major Repair Needs.  Owners requesting loans in excess of $5,000

per unit, must comply with all the terms and conditions cited under HELP

for Limited Repair Needs (see items 1-9, above).  In addition, these

properties will be required to accept minimum use restrictions placed on

the property in exchange for funding (see items 10 and 11, below).

10.Owners of non-insured projects must agree not to discriminate against

certificate or voucher holders in the selection of tenants, for a

minimum of fifteen years (or until the HELP loan is fully repaid).

(NOTE:  This is already a requirement for the insured properties, in

the nature of being HUD-insured.)

11.Owners of properties receiving funds under HELP for Major Repair Needs

must agree to provide affordable, use restricted units as outlined

below.  The use restrictions should remain in place for a period of

10-15 years (or until the HELP loan is repaid), however the duration

and extent of these restrictions is negotiable between the owner and

the Field Office Staff and should be based upon:

        oThe amount of use restrictions the owner is willing to offer;

        oThe extent of service these restrictions will provide to low

income residents; and

        oThe economic viability of the project.
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The use restrictions, at a minimum, must include the following

requirements:

        oFor assisted properties (either rental or mortgage subsidy), the

owner must voluntarily agree to maintain the units currently

under the Housing Assistance (HAP) contract for the remaining

term of the HAP contract and agree to accept any additional

rental subsidy contracts HUD may offer.

        oFor unassisted properties, at a minimum, the owner must agree to

set aside 10% of the units for applicants at 65% of median income

or below.  The rents on these units would be set no higher than

30% of 65% of median income for the appropriate family size.  If

market conditions permit and the property can financially support

it, the owner should be encouraged to broaden the band of units

they will commit to reserving as affordable.  For example, if the

property is in a strong market and the market rents could support

reserving additional units at an affordable level, then the owner

might agree to reserve the required 10% of the units at 65% of

median income; 10% of the units at 50% of median income; and an

additional 10% at 80% of median income (rents would be set at 30%

of 50% and 30% of 80%, respectively).

        oIn addition, profit motivated owners must agree to limit their

distribution of surplus cash to 6% for elderly projects and 10%

for family projects until the Flexible Subsidy Loan is repaid.

Issues related to preservation will be addressed in a separate memorandum.

LOAN TERMS AND REPAYMENT CONDITIONS

HELP for Limited Repair Needs.  Loans under $5,000 per unit will normally

carry a interest rate of 4%, or other rate as HUD feels is needed.

HELP for Major Repair Needs.  In exchange for the acceptance of the use

restrictions these loans will carry a 1% interest rate.

For either program, owners may request an amortizing note if the monthly

payments can fit within the income of the current rent structure and, if

applicable, the remaining Section 8 contract period.  (NOTE:  For projects

which are receiving higher rent levels due to court ordered payments, the

amortized payment must still be able to be supported by project income when

those rent levels are removed.)  If project income does not support an
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amortizing note or the owner chooses not to request one, a non-amortizing

residual receipts note will be executed with repayment being required, at

the option of the Secretary, upon the earliest of the following events:

o    15 years from the date of loan closure

o    Upon termination or maturity of the mortgage

o    Upon TPA, sale or refinance

        The owner may repay this note (regardless of its form) from surplus

cash at any time and HUD reserves the right to require a limited

distribution/non-profit owner to use Residual Receipts to repay the note at

any time.

APPLICATION APPROVAL AND FUNDING STRUCTURE

As part of the application process, the owner must submit an MIO Plan

detailing the required stages outlined below.  If an owner does not have

any needs in a particular stage, it may be omitted in the development of

the MIO Plan.  The HELP Team will be available to assist the owner in

determining whether a stage should be omitted in developing a plan which

will best meet the needs of the project.

Stage 1:  Reimbursement of money already spent (i.e. R for R, owner

advances for emergency repairs, operating deficits, back mortgage

payments, compensation for emergency staff, etc.).  This will

include all funds spent on disaster related items up to the date

of the pre-application conference.  Stage One dollars may be

outlined and verified at the pre-application conference.

Stage 2:  The amount which will be required for professional services to

prepare the final MIO Plan, and monitor the repair process.  This

will normally range up to 12-15% of the MIO Plan hard costs and

should be justified by public works standards.

Stage 3:  The amount the owner estimates will be necessary to make the

physical repairs to the property.

        A HELP Loan Review Committee will be established to review and approve

the applications including the proposed and final MIO Plans.

oFor funding under $10,000 per unit this committee will consist of the

HELP Loan Specialist, the HELP Supervisory Loan Specialist and the

Loan Management Branch Chief.
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oFor loans in excess of $10,000 per unit, the Loan Review Committee

(above) will be required to obtain approval of the final MIO plan from

the Directors of Housing Management and Development, prior to release

of Stage 3 funds.  However, for these loans it is recommended that the

HELP Servicing Staff seek advice and/or consult with the Regional

Office of Housing and the Headquarters Office of Multifamily Housing

Management before final decisions are made.

        Funding will be contingent upon approval of the MIO Plan by this

committee.  For all loans, the proposed MIO Plan and the funding for Stage

I will be reviewed and approved by the HELP Loan Servicer, the HELP

Supervisory Loan Specialist and the Loan Management Branch Chief.  If the

HELP program (as developed in the final MIO Plan) involves expenses in

excess of $10,000 per unit, additional approval will be required prior to

implementation of Stage 3 of the repair program.  Any of the funding stages

may be combined if the Loan Review Committee, working with the owner, feels

the property needs to be placed on fast track processing.

        The proposed MIO plan will be reviewed and initially approved by the

HELP Loan Servicer assigned to the project.  Form 185.1 will be executed

for the project in the amount of funds needed to fulfill the proposed MIO

Plan (this amount may be amended later if additional needs are discovered).

Stage 1 will be funded upon receipt of the owners proposed MIO Plan and the

documentation supporting the Stage 1 costs.  If the MIO plan calls for

repairs to the structure or major building systems, 35% of the total costs

of the professional services will also be approved for release.  This will

fund the development of the finalized MIO Plan.

        Stage Two will involve the development and negotiation of the

finalized MIO Plan.  The funds released with Stage One will permit

Architects, Engineers and Professional Cost Estimators to finalize the

needs which will be funded in Stage 3.  The HELP Loan Servicer will

negotiate the needs with the owner as well as other needs the Department

may find important such as additional low income units or a change in

management.

        Once the finalized MIO plan is agreed to by the owner and HUD, it will

be approved and concurred on by the HELP Loan Servicer followed by the HELP

Supervisory Loan Specialist, the Loan Management Branch Chief and, for

loans in excess of $10,000 per unit, the Directors of Housing Management

and Development.  The finalized MIO Plan will be forwarded to Legal Counsel

for assistance in preparation of the closing documentation.  Modifications

may need to be made to the finalized MIO Plan if the implementation of the

repair plan reveals additional needs which were not considered in

developing the MIO Plan.
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        Once the finalized MIO Plan amount has been approved, other confirmed

or expected sources of funding will be subtracted from the amount needed to

fund the MIO Plan.  At this point the owner may start drawing down the

needed amount to make physical repairs and fund the additional technical

assistance needed (i.e.  engineers, architects, or temporary staff to

administer the program).  The owner will be required to certify that the

previously spent funds have been spent in accordance with the requirements

of the MIO Plan before receiving the next advance.  Documentation of

expenditures must be provided to HUD at the time funds are requested.

        Once the repairs are completed, a final inspection, as developed in

paragraph 6-7(b) of Handbook 4355.1 will be required prior to closing a

HELP loan involving Stage 3 repairs.

        If there are further questions regarding the application process or

eligible use of funds, please contact the Los Angeles HELP Servicing

Earthquake Disaster Relief Team at (213) 251-7217.

Attachment

                                   ___________________________________

                                   Nicolas P. Retsinas

                                   Assistant Secretary for Housing-

                                     Federal Housing Commissioner

ATTACHMENT 1

          RECOMMENDED PROCEDURES FOR EVALUATING AND TREATING

               STRUCTURAL DAMAGE TO HUD INSURED PROJECTS

            RESULTING FROM THE LOS ANGELES 1994 EARTHQUAKE

1.Any structure exhibiting observed structural damage, beyond minor

gypsum wall board (GWB) or stucco cracking, shall be inspected by a

professional engineer (P.E.) certified in earthquake design, who will

determine if patching without additional structural analysis is an

acceptable risk.  Provide a copy to HUD.

2.If the P.E. determines a future earthquake will cause major structural

damage, with possible failure of major structural components, the P.E.

shall perform calculations to determine at what percentage of the 1991

Uniform Building Code (UBC) (the current code), the structure

complies.

3.At a minimum, all structures should meet at least 75% of UBC seismic

requirements (we consider this value to be the minimum life safety

protection for HUD's housing quality standards (HQS).  Provide a copy

to HUD.

4.The P.E. shall evaluate what design and construction is required to

increase this percentage to 100% of current code requirement.  Based

on what is cost effective, increase the percentage to extent possible.

5.If GWB and stucco are used in the design to handle shear loads, use

1/2 UBC values.

6.It is recommended that 1/2" plywood (not 3/8") or just GWB and stucco

be used/added under any replaced stucco.

7.Any observed termite/organic pests/decayed lumber shall be removed and

replaced.  If this lumber is present, a termite inspection should also

be conducted.

8.Any disturbed materials that are suspected or known to have asbestos

and/or lead-based paint shall be tested and/or abated per air quality

management district (AQMD) requirements.

9.Any repairs (based on Item 1) and construction shall use written

repair lists and/or construction documents which comply with the

P.E.'s recommendations.  Provide a copy to HUD.

10.Comply with local building department requirements concerning design,

permits, inspections, etc.

11.The P.E. shall perform inspections during construction and issue a

final report stating work was performed in compliance with above

conditions (or note any deviations).  Provide copy of report to HUD.

12.If any HUD funds are involved, owner shall provide full documentation

of all costs, other funding sources and reimbursements.

NOTE:  The above does not directly deal with specific HUD program

requirements, such as those requirements for 241fs.
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